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Ie FoRkwORD 

The Nature) Ges Industry hae from ite begiminy, gained in imper- 
tance to the American people wlth ech passing year. ag the fubsic 
relience on natural gas has increased tae local, atdte, ani Yederac govern~- 
ments have inereased reguietion cf the indugiry. Most of this rvaguiation 
has been of sueh a nature as te insure the public of increased natural ges 
supplies at rvascnable prices, cittle if my thought hes been given to the 
welfare of the industry. Ths crest of viquintios against the iadustry Aes 
been reached with the Jupreme Court's desision in the "Thiliips Cape." if 
this interpretation is Gliowed to stand then there ia strong reason tw be- 
lieve that the Hatural Ges industry has reached Lis zenith and must now otert 
a decline uncer the burden of strangling regulation. Consequently, inetead 
ef increéssing gas supplies ut reasonable prices the increiwed regulation wiil 
in ell probablilty cause a decrease in natura. gac ruppiles mc m increase 
in price, 

it is the purpose of this paper to show lew the reguletion of the 
Watural Gas Industry nas gvows to such proporticns that Lt mo Jonger serves 
the purpose intended, but retuer 1t is cestroying the vory things it wes 
created to preserve, Sy Lowki..g &% the poosible resuits of the “hiliips 
Gase on the Cos industry, certain piausivle conciusiens anu predictions can 
be made for the future of tae industry. 7ousible solutivns to the dilemma 
of over-reguiation are presented in tae aopes that futurs moves to reguLate 
ean be forectalled. ‘hen perneps ise present reguicilone can be reduced ao 
that the incustry can more acequétely serve tae public end at the ocure tine 


strengthen ani preserve itwserl, 
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Te REGULATONY POWER) UF THE FPDDEGAL GOVERMENT 
4 Laisses Faire 

From the very beginning of this country, the people of the United 
States have, in general, believed in a system of free enterprise with a 
minimum of interference in private business by the goverment. “mder this 
philosophy the government should serve the individual and not interfer 
with hie freedom except to protect the equal freedom of others. This phii- 
osophy of individual freedom in economic pursuits is best expressed in the 
doctrine of "iaisses faire." According to this doctrine the individual should 
be allowed maximus freadom of action in the process of making @ iiving. 
Coverrmental interference with the individual's activities should be iimited 
to the extent necessary to prevent force and fraud,* 

Under the laissez {sire philosophy of economic conduct, it iz feit 
that business should be conducted by private individuals und not by the 
goverment. Orivate ownership and operation of business ie much more ef- 
fietent anc economical than is government ownership or operation. “hen an 
individua, produces these thirges which the pubile wante to buy and for which 
they ;ive him the greatest profits, he is working for both the puvlic and 
his own best interests. The individual businessman, unhenyered by govern- 
mental restrictions, must promote maximum efficiency in his organisaticn in 
order to meet the competition from otner free competitors. Thais type of free 
competition protects the public from exploitation and guarantees tne best 


pessible goods at the lowest possibie prices. 
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Be lLuties of the Uovernment 

The government's role in our system of free enterprise is that of 
protection, aid, and service, It must protect the property rights of the 
individual so that the individual may have accegs to his property for his 
own enterprises. in order to insure fair cumpetitdun, the government must 
protect society against the growth of monopoly. 4 sound monetary systen 
must be provided to aid business, The government musi aid end serve society 
by provid ng services, which by their very nature, cannot be proviced by 
private enterprise at a profite--schvols, parks, and Armed Forces, to men- 
tion 4 few exenples.” 

Starting in the nineteenth century a certain minimum of governmental 
interference with private business came to be accepted as necessary and de- 
sirable, In certain industries this interference has grown to considerable 
proportions, It ie not unnatural that the body of lew bulit up by court 
decisions continues to be applied to those industries which fali into the 
caterory of transportation, public utilities, banks, ineurence companies and 
the like. These interferences in the afore mentioned industries have now 
cume to be considered governmental prerogatives. 4s such, the government is 
now expected to provide these services either directiy or by delegation of 
their performance to private companies, Under this cundlidour tae private 
company ie deemed to be acting as an agent of the government and is thus sub- 
ject to ite control. This point of view was expounded in an i537 judicial 
opinion evurccerning the railroais in which the Supreme vourt said in parts 

That reilrosds, though constructed by private cor- 
perationas and owned by them, are public highways, has been 


the doctrine of nearly ali the courts ever since such con- 
viences for passage and transporatation have bad any exievtence.s.ec 
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Whether the use of a ralirvoad in a public or privéete 

one depends in no measure upon the question whe constructed 

4t~ or who owns it. It has never been considered a matter of 

any importance that the road was buiit by the ar-ency of 4 

private corporation, ho matter who is the egent, tine Lunc- 

tion performed is tet of tae State. Thouch the ownership 

is private the use is publie,3 

The goverment's reguiaticn of rail transportation under this agency 
principle is not to be denied, but should this principle be equaily spviied 
to the gas industry? The distribution and sale of gas hus of late been 
considered @ proper urea of government regulation, yet the provisicn of fuel 
has never deen rezairded as a pecullar function of the goverrment. as, 
electricity, coal and wood are aii used for heating and cooking, yet only 
the distribution and sale of gas and electricliy are under strict regule- 
ticne The beat explanation of this discrepency is that the distribution 
end sale of gas snd electricity fail into the category of monopoly in a 


field of great public interest. 
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Ge Justification for wvernmental Aeguiation 

The general public has two sources © protect 1t from business 
exploitation such as high prices, poor or clecriminatry service, and are 
bitrary rules and reguiaticns. These two sources are goverment regulation 
and free comoetition. Under free competition businessmen compete with one 
another for public patronage, cither by cutting prices, by providing 4 prow 
duet of higher quality, or by giving superior service, Thus by free compe- 
tition the public is asaured of the manufucture and gale of the highest 
quality products at tae iowest pussible prices and with the best service 
possibles” 

Lt is st times inpossible or inpractical to have competition. The 
construction of municipal fes storages anc the bulicing of tne transmission 
system require & considerahie investment on the part of a pus distribution 
company. The company must have ail the business it can cet if it is to be 
& profitable venture. The rise of « competitor in this areé might well mean 
that nelther could survive the comsetition and the community served would 
thus be deprived of tae very commo-<iity both companies were trying to ceilver, 
GJoviously if the public ls to be acequateiy scrved the service company must 
be protected from competiticne-«=thet is to say, it must be permitted to 
flourish as u monopoly. The public is no longer protected by competition, 
therefore, "regulation is justified when a monppoiistic situation exists in 


a business invoiving great public interest", > 
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De Basis for Federai Uovermment seguiation 

Teday practicaliy all reguiaticn in tiie country is carried on under 
the provisions of statues enacted by various legisiative bodies. statutory 
low regulation takes precedenve over cosmon law regulation, Cammon lew may 
be applied to any situation not covered by statute law. Legislatures must 
act within the frome work of the state and nuti.mal constituticns. Thus 
the Federal Covernment may engage oniy in those activities delegated to it 
by the Constitution of the United States. The only specific euthority that 
vongress has to reguiate business is found in the commerce ciduse of the 
Constitution which gives it the right “tc regulate commerce with foreign 
nations, among the several. “tates, ani with the indian tribes".’ Thus 
Federal iegisletion is limited t the reguiation of interstate and interna- 
ticnal commerce. 

A state's legislative activity is restricted by certain provisions 
of the Federal Conatitution. Jhere is, however, a broad area for tue regu-~ 
lation of business by the states, even efter making aliowances for the 
limitations of state sovereignty. in this area the state muy iegisiate and 
reguiate to cuntrol the use of iiberty and property. ithis is done for the 
purpose of protecting public health, safety, morals, anc geveral welfare. 
It ie through these powers that the state cen determine the proper measures 


for the conservation of natural resources and the proper price of utilities.§ 
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IX, PIPELINE TRARSPURTATILA 
A. Levelopment of PhLpeline Transportation 

The Petroleum industry was under no restriction or regulation whate 
svever at ite inception. As it grew in inportance and the public came more 
and more to depend upon it, controls and regulations were gradually applied. 
in 1859 near Titueville, fennsylvunia, bolonel B, L. Drake driiied tue first 
well for the purpese of producing oli. in « very short time the entire 
country about Titueviiie was in an uproar over this new so_rce of wealth. 
ell after well was drilied md brought inte preduction, Since most of the 
Wells were located in remote sreas, transportation of the oil became an im- 
nediate problen. At first teassters were employed t haul the of] to the 
nesrest railroad. The ioacds curried were smail, the teumster's wages high 
and the roads used were unrelizible, ‘tarly in 1660 attenpte wore made to 
move O11 by pipeline, but the teamsters seeing an infringement on their iu- 
crétive trade, ripsed up tho pipelines and smashed Wie pumps during the night. 
kventusiiy as production increased, the construction and expénsiun of the 
pipelines ouiran the attempis to destroy them.” 

While the petroleum industry was making greet strides after 1859, 
the natural gas incustry wac barely starting. in the Titwsville area the 
ges produced with the o11 wes considered os a nuisance and its disposal was 
@ problen. ‘he gaa hac no stleable value ari constituted a flre nazard 
ayound the weli., 1 killed vegetation end anime life and made tne surround- 
ing area untenable. 4t was not until 1672 that the firat large eecie com 
wercial venture with nature. ges was successful. Tne wiwanted nuisance was 
piped to nearby oummunities for household consumption, thereby marking the 


beciming of the natural gas industry in tais eountey.”° 
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B. Demend for the Negulation of Apeiine Transpertation 

By 1672 the pleve of the pipeline in the petroiewm industry was 
aseured, 4% this time three companies dominated thy fleic; we Pennsylvania 
Transportation Company, “ennsylvenia Railroad's hepire Treneportation 
Company, and the United Aipe iines, John 0D. sockefeller, who up untdi this 
time, was primerily concerned with ol] refining facilities, ceclded to obtain 
an interest in the United Vipe wines. tockefelier pursued his interest in 
pipelines umtil in 1883 ne cained control of the Tidewater Tipe Line Company. 
From here on until the eariy 1900's Rockefeller continued to bullid so nearly 
complete momopuly of the petrolewa industry. In 1906, under President 
Theodore Rovsevelt, vngress pecsed the Hepburn Act which destroyed the 
Rockefeller monopoly by piscing interatate pipelines under control of the 
interstate Commerce C.mmissicn, This wes the first step in Fecera, segula- 
thon of the petrcoleun inductry.?+ 
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TfL, MeuUUWATION OF HATURKL CAS P1LPR LIRES 
A. The Natural Ges Act of 1938 

when o11 ceurrying pipelines came under Vederal regulation in i906, 
the netural ges pipelines were specifically exciwied. Sut from tat time 
on there was considerable agitation for the reguidtion of natural gas pipe- 
linea, State public utility commissions and municipalities had controlled 
the sale of natural fas to conswners for many years, but 1% was not until 
1938 that the Federal goverment finally started to reguiste the transpor- 
tation and sale of gus moved in interstate pipelines.*¢ 

The necessity for reguiation end the scope of such reguietion is 
set forth in the Natural vas Act iteelfs*4 


Section 1. (a) 4s disclosed in reports of the Federal 
Trade Commission male pursuant to Senate sesoluticon 83 (Seven- 
tieth Vongress, firet session) and other reports declared that 
the business of transporting and seiling netural cas for we 
timete dietribution to the public is affected with a public 
interest, and that Federal regulation in matters relating to 
the transportation of natural ¢as and the sale thereo! in ine 
torstate and foreicn cameerce 1s necessary in the puplic in- 
terest. 


Seetion 1. (b) The provisions of this act shall appiy 
to the transportation of natural gas in interstate commerce, 
to the saie in interstate commerce of natural «as for resale 
for ultinate public consumption for domestic, commerciai, in- 
dustrial, or any other use, and to naturai-ras companies en- 
gaged in such transportation or saie, but skali not apply to 
any other transporteticn or sais of natural gas or to ihe local 
distribution of natural cas or to the facliities used for such 
distribution or to tne production or gathering of natural gas. 
(52 Stat. 62) (1938); 15 Ue5.o. 717 (19h6) 


it is interesting that because of initial Federal regulation, the 
two fuels #0 closely associated in nature and aghin in transportation are 
regulated by the different government agencies, Vil pipelines are reguiated 


by the Interstate vommerce Commission, since that agency was alreacy active 
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in 1906 when Uongress started their reguiati.n under tre Hepourn act. in 
1938, when the netural pas pipelines cume under federal regulation, the 
Federal Power Commisaicon had been active in the fieid of public uthiity cone 
trol. for eighteen years.*4 ‘the mere fact that the Natural Ges incustry 4s 
associated with the federal ‘ower Sommission amitomaticaily directs thinking 
in terms of public utiilties. This commission from ite very bersinning hus 
been involved not only with the transportation of utility power, Sut also 
ite original development om Lts saie to locai municipailties, Jt would 
appear that hed the natural gas pipeiine been pisced under reguiation at the 
sme time ag its natural brother—-~the of} pipeline, the Interstate Commerce 
Commission would be regulating it for whet it really ise--a system of in~ 
terstate transportation and not a utdlity from start w finish, 
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Be ihe Federai fower vommission 

The Federal fower commission is made up of five men eppointed by 
the President, subject to ounfirmation by the Senate, Tne term of office 
is for five years with one term expiring each dume 22. The chaieman of this 
gxrsup is chosen by the President and it ie he who is responsible for tie 
executive end administrative euthority ef the cosmisaion, ‘The menbers of 
the Commission annually elect a vice cheirman,+4 

in carrying out ite dutLes of reguiating, investigating, licensing 
and so forth, the Ccemission is sugmented by a iarge staff of permunent federal 
civil service employees, Thus while the «.mmleeicn iteelf may undergo changes 
every year, ite staff may not change for years, ince the staff has been 
associuted with the work for a considersbie period of time, and since it is 
net subject to constant change, it is understendavie that it can and does 
exert & tromendcus affect upon the thinking of the bummission, sefore tie 
Commission can make amy redical changes it must Cirat move the inertia with- 


in ite own starr th, 15 
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IV. THE Poli UASE 
A, vents Leading Up te the Federal Pewer lomaission Hearing 

From the time of the original investigation leading ap te the 
Natural Gas Act, it has been recugnized taat production was properly cone 
terolied in the fMeid by the various states, The sale of natural pas to 
the consumer, on the other end, was weil under controi of the state public 
whi Titer nmeminaian end the lecal munteiwalitica, It was the opinion of the 
Federal Trade Vommisaion in its report, that the only proper ares of Federal 
Regulation was between these points of atate contrul, nemeiy, interstate 
transportation.?© The report submitted by this body summed 1t up nicely 
when it said: 

So, brosdiy speaking, we have in natural gas a situa~ 

tion which no metter how fuliy and properly integrated, will 

present at both ends problema which are eliher of loca, con- 

cern, or which ere of both local and generai public concern, 

in between a field of interstate transportation where only 

through the exercise of Federsei jurisdiction csn proper soinu-e 

ticn be obtained. 

Seetion 1 paragraph (6) of the Natural Gas Act iteelf, showed that 
Congress was interested only in the trensportetion of natural gaa in inter 
state and foreign c.merce, ‘aragraph (b) of the sane section specifically 
extended exemition to "any other tranuporatation or skle of natural gas or 
to the local distrioution of natural gas or to tho facilities used for 
euch distribution or to the ¢roduction or gathering of natural gus." 26 

The Federal Power Commission has held nearings on the eppiication 
ef Section 1 ef the 4ct t producers and gatierers nine tines t> date, in 
ali of theee hearings not once has it held that it does have authority over 


"independent” producers and gatnerers making salea at “arm's length" for 
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resale into interstate commerce. The last of these cases invoived the 
thillips Petroleuwa Company.+? 

The Vopmissiun, while exempting “independent” producers und gatherers 
fron ite jurisdiction has ruled tnat 11 dves have jurisdictivun over tuo sane 
operations of "natural gas companies" as defined by the Act. vn this point 
the Commission has been upheld by the courte. To heip ciarify this area of 
confusion two biils were introduced into Cuongress---the cdeley<ioore bili 
in 1947 and the Kerr Bill in 1949. Uf the two only the derr iil was passed 
and it was then vetoed by President Harry 5. Truman in 1950.°° 

At the time the Kerr Bill was vetoed, the Commissiun had Lavestigated 
the “hillips fetraiews “ mcany and had ordered hearings to be heid. shen 
the veto was made public, the ctute of sisconsin and ‘ublic cervice Gonm- 
wiseiwun of wisconsin and the cities of detroit, Michigan; Kansas city, 
Missouri; Hiiwaukee, Wisconsin, and the County of wayne, Michigan, intervened 
in eupport of the Commission's jurisdiction over Philiips' sales. vpposiaig 
the Commission's juriediction were the tates of Arkansas, iwouisiena, fiiss~ 


issippi, Hew Mexico, Oklahema, and Texas, 
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Be fiesults of the Feceral Power “ormisé.on's Hearliay 

46 a repuit of tuene nearings the commission in a four te one 
decision held that the fhiliips veteolews Vompany was an independent producer 
and gatherer. The Commizsion in te ruling stated that it did not beve 


authority over the *hlilips Petrolewun ‘ompany. it furtasr said in the 
majority report thats 


on eae decpran, the avicdenne eleariv shows that 
our regulstiun of sales made in the process of preduction 
and gathering would, by its very nature, be inconsistent or 
constitute a substantial interference with sugh reguiaetion 
of producers and gatherers by Ukiahoma, Texas, and Kew Nexice, 
fo cite one example, there is a direct releticn between price 
and conservatiin, an important concern in the reguiation of 
each of the >tates,¢2 


This case was next heard in the vourt of Appealea for the Listrict 
cf Columbia Circuit. The court hended down ite opinion on May 22, 1953. 
its decision reversed that of the Federal Trade vonmicsion. ‘he court's 
majority opinion is expreseed as follows: 

eo eo 0 o *RMilips' sales to the plpeline wmaupanies are 

not within either the statutory phrase ‘the production or ga- 

thering of natural gas! or the Supreme Court's para-pnraese 

‘made during the course of production and gathering’. There- 

fore Yhiliips is a ‘netural-gas company’ within the meaning 

of the Natural Gas Act end the Commicaton should fix the rates 

at which these sales ere nade,23 

The next logical s tep in the Phiilips Case wes an avpegk to the 
Supreme court. The Suprene Court, however, on Nowember 30, 1953, refused 
to heer the appeal, cu in January of 195. it reversed itself and decided 


that 1t would review the oase,2? 
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Ve ‘THE SUCRENE COURT AND THO . NG IPS UALk 
Un dune 7, 1954, the Supreme court ruled five to turee that the 


Federal “ower Ccamisgsion should reguiate the "hiiliips vetrolewm vcompany's 
sales of naturel cas to interstate pipeline compenies.*° in affect this 


gives the commission rateakin: power over 2,300 “independent"preducers who 
sell their natural gas to interstate pipelines.” in writing the majority 

opinion in which he was joined by Chief Justice Warren and Justices Black, 

Reed, and Frankfurter, Justice Minton said 


The lerisiative history indicates a ocnjressional in- 
tent to give the commission jurisdiction over tne rates of 
all wholesalers of astural gas in interstate commerce, whether 
by a pipeline company or not, and whether occurring before, 
during, or after transmissiyn by an interstate sipeline cumpany . « - 


igpulestion of the sales in interstate c.emerce for 
resaie made by a so-calied independent natural ges producer 
is not essentially different from regulation of such saies 
when made by an affiilate of an interstate plpeiine company. 
in both cases, the rates charjed may have a direct end sub- 
stantial effect on tae price paid oy the uitimate consumers. 
Protection of consumers avainst exploitation at the nands of 
natural gas conpanies wes the primary aim of the Natural Gas 
ACt. Attempts to wenren this protection by amendatory legis~ 
dation exempting indevencent natural gas producers fron 
Federal reguiaticn heve repeatedly rallied, and we refuse to 
achieve the same result by a ‘eee interpretation of the 
existing statutory Lengusye.* 


Justice Jackson took no part in the case. Jwitices Clerk, Burton, 
end Douglas dissented. Justice Vlark in reference to the majority opinion 
saids 


Un its face, this Language bringa every gae operator, 
from the smaiiest producer to the largest pipeline, under 
Federal regulatory control. in so doing, the court acts 
contrary to the intention of congress, the wulerstending of 
the states, and that of the Federal Power Ccmmiasion itself. 
The Federal Power Commission is thereby thrust into the re- 
guiatory domain traditionally reserved to the states.¢ 


Two previous decisions by the Supreme Court gave adquate warning as 


ee lk ee & ieee ee a o 
a emt) A A em mh ANP weet 






v= ar pusie 3 catenin dhtmmeal 66) een ee Lie 


Set eres eit Ams em am © Oe 
“ a eT me ew 





—- —- 





L5e 


to what their decision w-uld be in the ‘hiilips case. in tne 1945 ruling 
in the Sclorado interatate Gaz cumpany case, it held thet the rete base set 


by the Federal Power ~comi:sion for rate making purposes siould inciude the 
production and gathering properties of on aft il ate of an interstate pipe-~ 
line cowpany.?7 Again in 19h7 in the Interstate Natural Ges company Case, 
the court ruled that sales mede by the company ot the well neal or during 

or at the conclusion of getneriny were wales in interstate commerce. From 
the languaye used by the vourt in this cane it appeared tet the Federal 
Power Commission had jurisdiction over the aaies of ail producers of geo tnet 


would be sold inte interstate comerce.¢t 
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VI, THE FUTURE OF THe MATURAL GAS INUUSTRE Gebh. GOON THB 
FEDERAL GOVERMERT'S MOCULAPTORY POLICT 

Bow that the Courts have seen fit to chenge tne Natural cas Act 
by making the interprotsativns never intended by bongress, thereby putting 
Federal reguiati:n at the wellhead anid surplanting free competition and 
the state conservaticn laws, what is the future of the natural gas industry? 

The Federal Power Commission's Natural Ges Investigation in 19h8 
gives some idea as to the possible effects of the latest Supreme vourt 
decision: 


it is appropriate to point out, however, that if the 
Federal Power Commission were to be autdworised to fix the 
prices of arm's length saies of natural gas by producers and 
gatherers to plpe-line companies transporting it in interstate 
commerce, the result would be to establish Federal sutnority 
over 4 substantial pert of ali fleid and wel: prices for 
natural gas. Copivol of ofl as well as gas would necessarily 
become involv nen tas puoknticn We taeid vie suneuaaee 
ie to a iurge extent interrelated. Algo, if the Federal Gw-~ 
vorment were to fix the prices on sa.es of natural gas by 
producers and gatherers, such actions would impinge upon the 
functions of the Utetes relative to oli and gus conservation 
and the protection of correlative property rignts of producers 
in those resources, 






Thus the Commicsicn expected not oniy control of gas, but oll as wel, 
to result from the regulatory powers that they have just received. Further 
the Cummisesion expecta to infringe upon state oll and gas conservetion 
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Ae ses heserves 

im & normal free economy the factors of supply and demand tend to 
counteract and balance each other, Today the natural gas industry is found 
in an unnatural situaticn---that of having ite supply threatened snd ite de- 
mend fostered as a result of govermeental regulation. ‘the recent decision 
of the Supreme Cuurt in the rhillips Jase has driven a wedge between supply 
and demand when the scales were already tipped in favor of demand, Until 
recently the supcly of natural ¢ae was in balance with the demand primarliy 
on the besis of incidental finds while searching for oll. Recent forecasts 
for the demand of gas in 1975 have put 1t at two and « half times the 1953 
firure of 8.7 trillion cubic feet.» 312 in eddition meet of the reserves 
have already been committed to a particular customer thereby eliminating 
present reserves from the future demands of new cus toners.” The only so- 
lution to the iopeided demend situation picture was to spend time and con- 
siderable money for the primary search for new gaa fields, in order to 
provide ample reserves for the future demand. 

in 1938 the proved gas reserves of this country steed at 70 trillion 
cubie feet. The production for 1938 wae 2.9 triilion cubie feet thus giving 
& ratie of reserve to annual production of 23.6. in this seme yeer Vongress 
pessed the Natural Cas Act, thereby setting up 4 partial disparity between 
supply and demand. Ouring the reetrictions on bots supply wid Gemand in the 
years of World war il the ratio rose to 3i.2 in 1946. Frown titis point on the 
restrictione on dewand were dropped and those on suppiy increased untii in 
1953 with reserves of 204.0 trillion and production of 9.5 trillion thw ratio 


of reserves t production have deciined to 2ieSe I” 
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the Supreme Vourt's decisicn of June 7, 1954, is going w elimin- 
ate the cesire on the part of some producers to make thelr gas reserves 
available to interstate tranemission. As early as 1948 wnen the Federal 
Power Comission first conceived the idea of investigating ‘hiilips, cer- 
tain of the large producers removed their gag holdings from the interstate 
market. Otners had cleuses written into their ccntracts to free themselves 
in the event of Federal regulation. 33 

The State of Texas, in 1953, nad 105.7 trillion cubic feet out of 
the natlon's 199.7 triliion cubic feet reserve, Of the total reserves only 
69.2 triilicn cuble feet were not associated with crude o1i. It is aumost 
certain that the associated reserves will no ionger be avaliabie t inter- 
state tranamiseion out of fear that such sale might eventually iead to 
Federai regulation of the Orude 011 Industry.24 

The imuediate short range effect of the fnillios Case ia that even 
in the face of an increasing demand for more natural guc, the supply avali- 
able tw satisfy such demand is going Ww be decreased, As & result of withe 
holdin, gas from the interstate market and the continued search for ofl the 
nation's gas reserves will increase, while the suppiy of gas available for 


the interstate market will cecrease,. 
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BR, Haturai Gas Prines 

Since the -upreme Court's decision was made with the thought in 
mind of "protection of consumers against exploitation,” it might be well 
te see just how much the "indepandents"” were exploiting the censumers. in 
1950, for exemple, “hiliips was selling gas in the Texas Panhendle w whe 
Michigan-wisconsin Pipeline company for eight and one tenth cents per thou~ 
wand cubic feet. 1% was transported to Wisconsin md sold to local opera- 
tors at the “citygate”® for thirty-one and a half cents a thousand cuvic 
feet. The gas was then distributed to the consumer in Madison for $1.67 
per MFO, Milweukee for $1.43 and liacine for $2.16 per MFL. itis a little 
hard to see how Phillips, by charging eight and one tenth cents in Texas, 
is exploiting the consumer in liacine, A reduction of one cent in the field 
priee would be a decrease of shout tweive per cent for “hililips, but only 
ome haif of one per cent for the ounsumer in Secine, proviced of course, 
taat the decrease was paased along to the customer, 3? 

Ag the field price of natural gas goes down, the supply of jus in 
the reserves will decresse and the demand by the consumers will increase. 
With an increasing demend meeting « dwindling suppiy it ia certainiy ob-~ 
vious that the price of natural gas must be forced up. Faced with a dimine 
4shing sapply the very states and communities that fostered the investiga-~ 
tion of Phillipe will be bidding against each other. Vossibly tae Federal 
Power Commission will then ration gas to the consumer and thus complete the 


fuli cyele of regulation, 
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GC, Exploration for Ratural Gas 

ss has been previously pointed out, the demand f@ natural ges has 
becone so creat in recent years that the industry hes been forced to cone 
duct exploration efforte for it instead of relying on the search for oil 
to accidently discover it. Te engage in gas exploration is to take a cal- 
culated chance. In 1953 there were 10,675 "wildeats" drilled in order to 
fimi 2hh new gas fleids, 97 new distilicte fields and 1,000 new ofl fields. 
Since 1925 the average depth per well has risen from 2900 feet, to 4006 
feet in 1953. The avernge "finding" costs have more than kept pace with 
the average inorease in depth. The average sise of o new discovery hes gone 
from 35 billion oubic fect to 31 billion eublie feet from 19h7 to 1952. The 
average field price has risen from six cents per mef in 19h7 te eight und 
three tenths cents in 1953, Last year emali companies and individual op- 
erators owned 76.9 per cent of the wells drilied. The large c.mpenies, 
8il together twenty-three, owned but 23.1 per cent of the h9,039 welle 
drilled, 3 

Sinee the ‘hatural gas companies" are discouraged from owning their 
own reesryves, the onus for finding and holding new pays is placed upon the 
shoulders of the small opsramr, ic previously pointed out, the “wildcater” 
has anpout ne chance in sight of hitting a new pay. The driiling costs are 
wieing each year and the everage depth of each well ia increasing. ‘the 
size of each new discovery ig diminishing and now under Federal reguietion 
the money received for each cubic foot of gas is at the best probably, going 
to be static and at the worst, decreased. 

Thus the small operater's risk is increased as nis prise is reduced. 


in addition, once he finds a new ces pay he must walt until his capital is 
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returned in the form of depletion sliowanee end the present Federal Power 
Commission's profit rate of six per cent before he is free to bein another 
hasardous search.?! In the light of these developments fewer small com- 
panies or operators can afford to "wilideat" and fewer will do so, with the 
net result of fewer new finds and thus 6 decrease in the nation's natural 


gas reserves, 
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D. Natural Gas Supply in Producing States 

Faced with the choice of Federai reguiation of interstate cas 
transmission tas large producing states are most likely going to with- 
hold their gas from interstate markets. In this way tne threat of Federal 
regulation of crude o11 can be overcome, Texas, which in 1953 held over 
fifty per cent of the national reserves, had nearly half of ite preduction 
eoming from oi) welis.?° 

The restriction of gas to the producing state iv going w throw 
sucply out of balence with demand and thereby cause the price at the wali 
head to drop. Gee which was heretefcre too expensive for some wees will 
now besome cheap. In areas with marginal operation, cheap ,ae will cause 
a shut in of wells, thus decreasing the states reserves, Kaste will once 
again be rampant. The general result will be @ decrease in the nation's 
gas reserves and iess ges to the interstate consumer, at the sane tine the 


producing etate will be giutted with gas at ridiculous prices, 
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Ke Effects on the Petrochemical Industry 

Natural pas in eccition to being used commerciaily os «@ source of 
heat hes recently becone a raw product im the manufacture of many syntietic 
chemicals. Some of the new uses are fowd in the manufscbure of synthetic 
Pubber, wmmonla, 4icohuis enc otner chemicals that are in wide demam in 
imdustsy. cinee these new petroshemical industrics use otier rew products 
a@long with natural gas they are not necessarily located in the immediate 
apeas of gas production. Tnese now iixdustries are now placed in jeopardy 
due to the Federal regulation of the nateral gas ludus tery. 39 

These industries are mow faced with the possible increase in price 
of one of their basic raw materiuis and 6 dwindling source of supely. Tne 
petrochemical industries must el iner go out of business or elee muve into 
the produsing states. Of course the iatter choice is the most logioel, other 
factora remaining the seme, Once again some of the far rea_hing effecia of 
Federsl reguiation of the natural ges industry will be tho mivration of Large 
iniustries te the ¢reemer péetures of the producing states weere gas is 
plentiful and cheap. Alii of the northern industrial statea will suffer, in- 
Cluding the states that advocated Federal reguiation. 
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Fe. Effecta of NeguLation on the Vil industry 

Natural gas has been considored & "preaium" fuel for many years. 
It te mech cleaner and ecaler handied than are its competitors<-e-91) aml 
coal. In addition, at the current prices it ean hest the averege hose in 
some areas for only $90 per year ugeinst an approximate cost of $200 for 
oil, and $1b5 for coal.” 1% has grown tremendously in competition with 
of) and coal. in 1900 gas accounted for but 3.3 per cent of the mineral 
energy production of the United States, while coal accounted for 91.9 per 
cent and oi] 4.0 per cent. In 1950 natural =< contributed 20.2 per cent 
to the total mineral energy of this country, walle coal had drepsed to hhe7 
per cent and of1 had risen tw 35.1 per cent, 4+ im this past year oll sur- 
pius has been built wp to an alarming Miguree The president of Standard 
Oil Company of Gallfornia recently told the Texas Kellroad Commission: 

eo « « eht 18 apparent to us that the principal res- 

gon for failure of U. 5, crude ol) to find iarger warkets 

te mot increasing importe ... the primary reas.n is increas- 

ing compet) Son from natural gas end the liquics produced 

therefrom. 
Kr, Petersen went on to say that Texas natural gas producers now receive 
onky abit crm-f1 0th as much fer their fuel 2a do oil praducers when compared 
on & heat velue begis, Further he sald that natural gas seising in the 
field for ten cents a thousand cuble feet is iike seliing ofl for sixty cents 
aberrel. Yresent gas prices are about ten cents per mcf and of] is selling 
at neerly three dcliars per barrel, Then he went on w say that: 

This leads te the thought tast royaltios paid lawd- 

owners aro inordinately low and in no sense compensate taen 

for the true value of natural ges be.ng produced. vnidi such 

time as field prices for gar have come into closer balance 

with real values peld to produser of erude o11, proverty ond 


royaity owners can continue to expect meager returns pe erude 
o41 will suffer atili further inroads in kts markets. 
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df of3 can avoid Federal re ulation in the interestate marset the 
results of such regulation of the natural gas induetry shouid be an increase 
in the price and consumption of oii, Must iarge industries that are pre~ 
eently using natural gas for heating purpeses have uiternate syateme where- 
by coal or oli) can be used, “ince fas may well be high priced and in short 
supply both coal and oi] wili benefit from its regulation. 

in the fas producing areas where an increased supply wiis become 
available, the price wiil drop sufficiently to permit increasing use of 
natural gas for pressure maintance and repressuring o11 welis. It wild 
siso make pas iift operaticns cheaper ami wili permit further recycling of 
marginal ofl properties. The effect on the Crude Oil industry of Federal 
regulation of the natural fas industry is coing to be that of allowing more 
production of oll, better prices for oli and an expanding market for oil 


produc tea. 
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Ge State conservation Programa 

The probles of conservation of gas and eilh is primariiy a problen 
of economics, cShortiy after the turn of this century it became apparent to 
both the general public md to the petroleum industry thut the suppiy of gas 
and oi] had scme cefinite but unknown limit. Jt was this acknowiedgement 
that brought the problem out into the light. Sow both the industry and tne 
various state foverrments have teken clear and cecisive steps &siong the path 
of conservation. ‘The industry for its part hus applied science, engineering, 
and ingenuity in order to find and make availeblie to the pubilc increasing 
quantities of gas and oie43 The various states tried to promote conserva- 
ticn within their own boundaries by recognizing anc acting on the relation- 
ship of supply and demand. ihe vonnally Act, passed by Congress in February 
of 1935, pave the necessary support to the states by prohibiting shipment 
in interstate commerce of petroleum produced in exces: of those quanti ties 
approved by the state commisaiuns “4 

The state regulatory bodies have succeeded exceedingly well in 
thelr conservation pro:rams. By keeping aupply in epproxirate balance with 
demand they nave prevented en excess of gas un the market and excessive above~ 
ground storage. Thie in itself prevents waste. it furtner holds ize market 
price of gae to « velue such thet producers cannot afford toe fiasre such & 
valusble copmedity. 4s hes previvusly been pointed out, doth the Federal 
Power vommiseion in its majority opinion and the Supreme court in its miner~- 
ity opinien on the ‘hiiiips Case recognised the fact that such regulation 
and price ecntrol would serivusly interfere with the etate conservation reg~ 


ulsetionse 


_ £2. ao } ae > «= 2 


_—---—: & «+ &©1 S oe **. « - - —"" 
tse 6 rnin ate Se oe deren to etm ma 
—-«,- 


oder eee At yom wt we et man ib —aume te 





——  _+ 


wet toe denn oe oe Aiets ne tnt Kia ante i depres whee 


- > <—_ 


choy it pane mie LS fe sama es <a er, ene swans 


——_ = 


a ene lah. mi Peg | eh EPs antl e@ulicucune te 
primer ite at 6 ens ew ak Mull) iy At aur ta 
_ ceeeed Gen, 6 He Sas nee BS Cure ee any Ye etary 
“aL ae tend oom inline oh mene! mr mh wins Ol 
queef at carpet Quen yo et anette van 4% CO 
ee ee oe 
nels ey OE Ae Se NA CUE, ECS, le CED Ale! re el #! 

deh oe htrmhamae nbeds wht wh boven 
ne Liew (ikteweEe Unio guE ered Hehlme Clete coy eeete ver 
ee eS ee 

<ov0@! wriemars Ge deter ee we ee Oe Tr re Oe a 
segue od!) Shi were) 4) tees were ee of ei eprress “ery 
Pe 

iow a8) Atos Gr fermi, ee Yee ee ee Scent 
remeia 046 Gl Fe cee ane ee tee Pe Gd 0) elmer tame 
mada, Gee Jam fie) © fee tt ery me wel os Ww Ome Be 
gon edéerwens wae ot MY emir mee Cure Le eR 
oom de tan 














27e 


with the Federai Power vommission forced to hold gas orices to un- 


realistic levels it will no longer beh.ove the operator to save gas that 


wight otherwise be flared. wneiderabie gas is produced sleng with oil. 


lf there is m readily available market for this ges it may be diverted to 


other uses or wasted, .jow prices for gus with.: the producing states will 


meke cheap gas readily available and thus cause 6n increase anc prebably 


wasteful use. fhe net result of Federal regulation will perhaps be the un- 


doing of frultful years of stato cunservation, 


in summary, the present trend of Federal reguiation will: 


1. 
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ieduce the immediate natural gas supply avaiiaole for 
interstate transmission. 


Reduce, in the long run, the gas reserves of this country. 
wend to confine natural gas to the state producing it. 
lnorease the market and the market price of oll. 

increase prices of naturel gas innmon-eproducing states, 


Decrease prices of natural gae within the producing 
states. 


vause & move of the petro-chemical industries into prv~ 
dueing states, 


isperil the conservation programs of the producing states 
thas reducing the nation's gas reserves. 
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VII, FUTURS AVENUES OF LEGISLATIVE AKU JUDL ULLAL ReuuLaATIon 

Although the Supreme Ucurt's decision in the “hisiipe vase is cause 
ing more confusicn and consternation in the 014 and ges industries than has 
any other reguiation to date, it certuiniy must not bo c.nsidered to be the 
Last attempt st Federal regulation. <Aiready attempts are being made to 
foree the Federai Powor commission to "order a freese on #1) natural gas 
rates which now fali within lites expanded jurisdiction t prevent unwarranted 
rate increases which are not in the pubile interest, "49 “resident cisenhower 
recentiy remarked, "vhen it comes to the use of power aii governments are 
greedy," Even the Supreme Sourt's language in handing down lites decision in 
the Philiipe Case, "the rates charged may have a direct end subs tential 
effect on the price paid by the ultimate consumers", warns that o11 and coal 
may be marked for the next regulation. 47 

From time to time lerisiation nas been i::troduced to Vcngress to re- 
duce the present twenty-seven w.d cone naif per cent depletion a@:lowance on 
gag ani oll properties. The most recent attempt was a blii introduced by 
Senator John Jd, Wiiliaws (4, Jel.), a member of the Senate Finence Committee, 
which would give a fifteen per cent depletiun ailowance instead of the pre- 
sent aliewance, ‘The fact that it was defeated when considered aiony with 
present tax revisions, coves not mean that another atiemet will not be made 
at a later date. 47 

At sresent tne Justice Department is investigating the dughes Tool 
Gompany und the Reed foller Bit Vumpany for possible snti-truet iaw vio- 
lations. Unee &n investigation starts it is not necessariiy iinited in 
area or scope. Tne fact that these two companies control about ninety per 


cent of the drliiing bit business is apparently reason enough for tie 
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296 
investigation. The very fact that « business is under investigation is 
enough in iteelf to deter business enthusiasm. ‘Bensen Ford, vice presi- 
dent of the Ford Mutor Company, when ssked auuut the Ford vumpeny's "lonzeste 
renge pien for expansion an. mocernisation" that tiey heve ever undertaken 
said that the decision to co ahead devends uvun waether "we wili be free to 
manage our@ffairs toiay, tomorrow, and five years from now."99 jiis con- 
pany is aiso under antietrust investigation. 

The Federal Power Act gives the Federal Power “ommissi.n authority 
over mergers, security issues, and interlocking directorates of interstate 
electrical utility companies.?+ Since under the present Natural Co Act 
the Oemmiesiicn does not have the same authority over "natural gay companies" 
it should require no great imagination to see taat thie presents a fertlie 


ground for further regulation of tre interstate gas companies, 
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VIII, SUOGSSTED ACTION TO FORESTALL FUTURE ABOTRICTLIS 
A. (Greater Emphasis Must be Cliaced upon Goud Public fe ations 
Decisive steps should be taken to acquaint the pubiic with the 
benefite that the industry hae given even the non-vounsumer. luch more 
advertising covlid be done along the ies shown by the samerican ’ebtroleun 
y Lvening fost. This 
type of advertising shows the large corporations in &@ really favorable 


institute in the current issues of iLife and the © 





light. it helps a littie to show the American Yeopie that they have nothing 
to fear from a corporatiun in scite of the ioud uproar raised against them 
by seifisn, short-siphted politicians, the averaye man on the street oi1ll 
thinks that the bli investors om sall Otreet own the corporations, and that 
@ll big business is bad. Ne has been ied te beileve tais by people in 
public life who knew better. > doubt he would not believe that his own 
neighbor and fifteen mililun others own @1] of the big businesses and the 
corporaticns too. 

Free enterprise and free coupetition have been "geld down the river" 
by the smooth taiking politicians who wsuld replace it with goverment regu- 
Laticn and ownership. industry, ali industry, should perhaps re-acquaint 
the public with the fect that pest, present, end future opportunities ile 
not in the gov: rnment reguiaticn, but in free enterprise. 

Probably cone of the clearest, yet most expensive lesscns of govern- 
ment in private business, has been broupat to light recently in tae tate 
of “south Dekota. The state for the first time since 1917 expects to be 
Gebt free. 4t ail started in 1916 wher a political faction knom as the 
Honogertisan League put forth the idea that Ctete ownership co.id eliminate 


the middleman and thus pese the benefits on to the consumer. The opposing 
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political faction, the Republicans, made & counter muve and uffered the 
people a state-owned rural credit agency. etween 1916 and 192k the Jtate 
owned & rural credit agency, &@ lignite mine, @ haii insurance agency, and 
& cement business. The lignite mine failed, the coai mine was sold in 193k 
for a mere $5,000 and tne o tate had to put up $203,000 before it could get 
rid of the hail insurance business. Uniy the coment plant made money. The 
State had financed their ru-eal credit venture on the sae of ¢h7.5 miilion 
bonds at 5.3 per cent interest. in i926 the debt on this venture had reached 
$59 milifons. feferring to the rurel credit agency Attorney veneral charpe 
e@id in 1932, ". « othe principal causes were poiiticel infection, cater- 
ing too much to vote-get ving policies and cheap, shallow, superficial 
atatesnanehi;.”9? 

in 1936 Millard G, Scott was nemed rural credits director and orde: ed 
to clean up the meses, te returned 7,000 farns to privatewnership within 
five years, but the state retained all mineral rights on these faras in hopes 
of eventual.y offsetting part of ite loss If o11 is found on these farme, 
In @idition to borrowing $11 million from the Highway Fund, fre ceott "Leveled 
out" the maturing securities by issuing “Humpback voupon Bonds" at three per 
cent interest. That the State of Couth Dakota is this year going to be debt 
free for the ‘iret time in thirty-eicht years shows how well Mr, Scott has 
Gone his job. ‘ie new refers to it as “Youth Lakota's socialistic venture," 
“peaking of this venture “cott said: 

Apparentiy we, in South Dukota, had the idea we could 

iift ourseives by the boot straps. ke beileved the cure for 

ail our economic ills was contained in povermment vwnersnaip. 

why anyone harbors the icea thet a political appointee can, 

or will manege a givyaentic business venture better than a pri- 

vats citizen, trained and ex ,erienced in hin own Line, using 


his own funds and rieking his own future is mure tnan we can 
understand.52 
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Be Political Support sequired by Producing States 

Probably the first action taken by the industry should be « request 
for an Llamdiste re-hearing of the *hiliips Case before the Supreme Court. 
At the same time new lezisiation should be introduced into Congress to core 
rect and clarify the actual intent of the Natural Gas Act. The tone of the 
Supreme Court's decision ghculd be enough to cause the cas, oli, and coal 
industries to pool their strength in Congrees for a common cause, 

it is too much to expect taat our legislative bodies are the proper 
Gustodlans of the public's desired policies. ongrese Le not always the 
plese in which argumente are weighed and balanced aguinst iofty ideais of 
public good, ultimately to be embodied in the "law of the land." cscegisin~ 
tures are rather convenient gathering places where preasure groups push and 
legroil while jockeying for political sdvantage, From time to time, dome 
inance may rest with labor, agricuiture, business or industry, wezgisia-~ 
tures have been called the voice of the people, but more of twn than not the 
only voice heard is that of the best organized people. Mare tran ome Lone 
gress has been caught up in momentary entausiasm er uncer pressure [rom 
powerful cruups and enacted unwise Jegisiation. Urgent maliers may be 
overiooked or forgotten just because mo pressure group is championing thom 
Gur goverment is a syste of checks and bulances. Yerhapy in ume long run 
it comes close to the public desire wien the eciion of tae Legisiative, exe- 
cutive, and juciciai all come into the picture. in finaiiy reaching the 
point of balance however, tie government méy take extrece swings alung one 
avenue or another. 

The judiciary ia in the positi.n of testing and interpreting the 


laws enacted by the legisiative and the powers of the executive. The courts 
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may vary from, but do not ren counter too ivong to the will of the people or 
the prevalling political atmoschere. ‘In the past twenty years more and more 
jndividuel rights have been surrenderec for the "common good." The court 
finds fewer anc fewer reasons to protect individual rights tnaat nave been 
bern end fostered wader our heritage of capitalism. instewl powers have 
been peseed to the goverrment in cver increusing numbers such that ve are 
Living next door to socialise, ‘The Supreme Uourt's decision in the @niliips 
Case and the language used in the majority opinion certainiy indicate that 
we have taken another step towards socialism, | 


- 


w aiqerg eal We Life og) of gee cet ee a ee ee ee ee 

pes wane Rete! camebed rnd Vs met dtwk we vate beveredl te owed 
ee ee dnt cows Wincmmn gal merenes sieve od Apulirneving va! w! neeeng anal 
eile eke ED etadass wlttent memset edt weshlb lowe « ted ieee pug 
Sait iat ins sls ton wit oh No sans lt om ws 
-sacinsoee sama cade mane rtd ered 











— 2a — —— 





Td. SQUWARY AND CoRCLUCTUES 

The Federal reguiation of the Nature. Cas industry hes grown 
steadily, both by legislative sction axl judicial interpretation, until it 
mow threatenn to completely engulf not only the Maturai Gas Industry but 
the O11 Imduetry as wekl. ome of the steps teken in this re wation have 
been coed, others have been exiwene.y harmful to the general public aui the 
Baturel Gos Imiustry, not onty of this generation but future generations ag 
well. ‘Sone peor iegivslation nas been enacted and good leyisiction nas been 
defeated because polilticel expediencies have demanded 4t and bad pubsicity 
om the part of the industry hos rerultted it. 

‘the Supreme court's decision 4a the Paiilipe vase le probably 
Goomed elther the Natura: cas industry or the Natural Ges Act of 1935. The 
broad interpretation given te the Act by the Cupreme Court giv:a rise to 
whole new erces of reguletion. -uch regu. ation reduces the incentive to 
Rmperease our present gas reserves. ince the Gas Industry is faced with ine 
crease: demand 1t cannot properiy functicn without increasing ges reserves, 
The Gae industry is thus faced with the decision of either getting new lege 
isiation enacted to offset the Supreme court's decision or watching ite gas 
reserves decreasc. The public is iikexise raced with the choice of «& con- 
tinued gée supply at reas orioble prices or & Smaller gaa sup-iy abl nigher 
prices, depending upon wuether they choose freer competition or increased 
reculetion for the Hetural Cas industry. 
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